




‘Unittd ~rars n~tc
WMIIINQTON, DC 30510

April 1Z2001

TheHonorableMichaelK. Powell
Chairman
Fad~ulCornmwaiostjonsCouzrniahionL
445 12~Street,S.W.
Wa8lUngl.on,P.C. 205S4

De& ChairmanPowe1~:

First, wewant to e~ongrati~.lateyou onyour appoiotm~itasChairmanoftht~ Federal
Coiaic.tiona Commission.Webpl~iev.?residentBuahmadeazi e~cc.tI.mv~tphoiQein s.le~tm~
you ariA a~prociaJothe bo4btfi~l approaehyou havedemonstratedontheCoi2~issiontbi~. far.

WerecogruzetherearemanyImportant£55I~e5facingtheCommissiontbi~ year. Younotedsome
ofthorn LU arecentpressconference.AnotherissUewebelievedeservesy’::u urgentattentionis

l~—cesI.reform for ruraleuyiera. As youagtabij~btb.eCommiuuion’sa~nndafbr thecoming
year,weaskyou to makeuniversalservicereformforrural canierSa toppilority-

Rural high-costreformhasbeende1~yedfor too long. WhenCon~osapassedthe
Te1ccommw~.ication~Act of 1996,anassurancewasgiven to rural Americ.ii thatit wouldnorbe
left behind, Yet,, live yearslater,the~omrnissionhasfailed to irqplemcn~v
redIXireiundaJ4l’~eAct thatweredcsi~nedto ensurethatall ofAmonica ea~
tol~ornmunioatioriaservices

.

It concernsus~reat1ythat,while makingpropes.in someareaa~theComnilasionhamrelegated
ruralneadsto thebackburner. TheCommissiondealtwith unbumdledriet~vork elements
re~ulatioes~cou*iUeesmergers,liberalizingbroadcastownershiprulesandhighcostreformfor
thenon-ruralcarriers. Yet uruversalservicefor rurn~Americaatill awaits.

Thcrcis no c~ccume~r delaynow thatth~~ Rwul TuakForuzothatwe.appoil:Ltedby theFederal-
StateIointBaird on Unfvai~a1Servicein 1993hascompleteditswork. It ‘reachedaconsensus
with rn~ralearners,competitivecamera,longdistancecompaniesa~d coxIsi~imer advocates.In
particular,wearepleasedwith theRTF’s endorsementof theembedded~~i’stmethodof
determininguniversals.rvicesupport. This w~Uallow carnierwto recover‘Iheir actualcostsand
therebymoreaccuratelyassesstheirindividual level ofneedforsupport. ¶[Iic Coirumisejonis
now consideringtheRTF’srecor monciation.aswell asaccesschargerethiirnfor rural local
o&rlers. Wo askthattheCoxpxnisaioncoIz~p]e~eactionon ~ pro~ej1ini~~:squickly sothatthe
pewregimecanboim~plemnerifr~ll-,vJuly 1.2001

,

It ~salsoeasttimeto r~m~v~th~~ai~ orpb~rl1-Fnstsi~ppoit TheAct’s uni’icrsal service
provisionsiruandatethe sufficiencyofsupportto carryout statutoryintent i:bat“accessto
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advancedtelecoinmunioatioxwandi~!otinationservicesshouldbeprov1dei~inall *~egionsofthe
Nm~on.” Yet since1994, thuFCCba~imposed“intazim caps”ont.behigl~~-coatfunctionof
UIIIVOIsal ServiceSupportthathaveneverbeenadju~tdfor in1~Ja1ion. Fortheperiodfrom 1994
throix~h20OO~thecapshavecoatrutul Americamorethan$351 iniflion in tostinas~uc1ure
investment.Thelosswas$130m.iflion in 2000alozie. This is contraryto ‘I.bc law’sclear
directiverequiringsufficient support.

We look forwardto workingwith you onawiderangeofissuesbeforetheCommission.Butno
otherissueis moreimportanten4deservingoftheCorn i~sion’~ attentionthanmumalb$gbcoat
reform. FortheCormrzis*igri to bavetakenfiveyearsto implementsectio~i254 is unacceptable.
As thenewChairman,yoiah~vean oppor~umtytorectify1b~siluatioziby;‘icling on this inundate
with dispatch.

Again, weareverypJe~adwith yourappointmentasChairmanandlook fi~rwsrd to working
with you to M~ill the proin~seoftheTclecoinmumucationaAct.

Sincerely,

~
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April 13, 2001

Ms. DorothyAttwood
Chief, CommonCarrierBureau
FederalCommunicationsCommission
445 Twelfth Street,S.W.,Room5-C450
Washington,D.C. 20554

Re: Federal-StateJointBoardon UniversalService

CCDocketNo. 96-45(RuralTaskForceRecommendation),and

Multi-AssociationGroup(MAG) Planfor RegulationofInterstate
ServiceofNon-PriceCapIncumbentLocal ExchangeCarriersand
InterexchangeCarriers,etaL,CC DocketNos.00-256,96-45,98-77,
98-166

DearMs. Attwood:

AT&T, SprintandWesternWirelessarewriting to proposeapathunder
whichtheCommissioncouldfully implementall partsoftheRuralTaskForce
(“RTF”) andFederal-StateJointBoardrecommendationswith respectto universal
servicefor areasservedby ruralcarriersbyJuly 1,2001,andundertakethosereforms
thatarelegally required. Thispathwouldpermitthe Commissionimmediatelyto
addresslong-pendinguniversalserviceissuesthatarecritical to preservinguniversal
servicewhile promotingruralcompetition,withoutrushingto resolvemoredifficult
incentiveregulationandaccessratelevel issuesraisedby theMulti-Association
Group (ItMAGtI) planorholdingthesenecessaryuniversalservicereformshostageto
thoseseparableaccessreform issues.

Inits Recommendationfor universalservicereformfor ruralcarriers,theRTF
askedtheFCCto adoptthecompromisesmadeby its diversemembersin supporting
adelicately-craftedcomprehensivereformpackage.Thekey elementsof that
packagewould: (1) rebaseandcreateanewcappingmechanismfor theHigh-Cost
LoopFund;(2) createa“safetynet” for significantinfrastructureinvestment;
(3) replaceimplicit supportinherentin interstateaccesschargeswith a High-Cost
FundIII (“HCFIII”) thatcreatesthepotentialfor morecompetition;and(4) createa
“safetyvalve” for investmentin acquiredexchanges.OnDecember22,2000,the
JointBoardendorsedtheRecommendation,andtheRTFhasstatedthat“[t]he
RecommendedDecisionshouldbe adoptedimmediatelyasacomprehensivepackage
andfor aperiodoffive years.”’

‘RTF Comments,filed February26,2001,in CC DocketNo. 96-45,at2. Seealso
JointBoardRuralTaskForceRecommendedDecision,CCDocketNo. 96-45,
FCCOOJ-4,releasedDecember22,2000.
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High-CostFundIII wasacritical partof RTFsdelicately-craftedand
balancedproposal. AlthoughtheTaskForcewasunableto determinethespecifics
for implementationofHCFIII, it identifiedtheprinciple thattheCommissionneedsto
removeimplicit supportfrom currentinterstateaccesschargesofrural carriers,
identifytheappropriateunitpricesof interstateaccessandrecoverthedifference
betweencurrentinterstateaccessrevenuesandrepricedinterstateaccessrevenuesvia
aHCFIII fundthatis assessedin anequitableandnondiscriminatorymanneragainst
all interstatecarrierswith thesupportmadeportableto all eligible
telecommunicationscarriers(“ETCs”)7 The TaskForcealsorecommendedthat
HCFIII beadjustedannuallybasedontheannualinterstateaccessfilings ofrural
carriersthatremainrate-of-returnregulated.

In commentsandreplieson theJointBoard’sRecommendedDecisionandon
theMAG Plan,manypartiessuggestedwaysin whichHCFIII couldbeimplemented
withoutadoptingthefull panoplyof incentiveregulationandaccesschargeratelevel
changesproposedundertheMAG plan. AT&T, for example,madeaspecific
proposalon howtheseaccessreformprinciplescanandshouldbeimplementedto be
effectiveonJuly 1,2001,simultaneouslywith theothercomponentsoftheRTF
Recommendation.Specifically,theproposalsuggestedthattheCommissionfollow
theCALLS model3for rural carriersby: (1) increasingthecapson subscriberline
charges(“SLCs”) to thelevel in CALLS; (2) reducingthetraffic-sensitivechargesof
ruralcarriersto $0.0095perminute(equlvalentto thatofthesmallerpricecompanies
underCALLS); (3) allowingrural carriersto recoverthebalanceoftheirinterstate
switchedaccessrevenuerequirementsthroughanewinterstateaccess-related
componentoftheUSF(knownasHCFIII); and(4) removingtheUSFflowbackfrom
carrier-paidaccesscharges.With thepleadingcyclescompleted,therecordin these
proceedingsis fully developedto implementall ofthesechangeson July 1,2001,and
thusbring long overduereformto ruralcarrieraccesscharges,in additionto prompt
universalservicereform.

We nowproposeafurtherrefinementofthoseproposalsasaninterim stepto
permitJuly 1,2001implementationoftheRTFandJointBoardRecommendations.

First, theSLCcapsfor rural carriersshouldberaisedto levelscommensurate
with pricecap carriersto restorethenationwideuniformity thatexistedpriorto
adoptionofCALLS. TheCommissionhaslong recognizedthat “increasingtheSLC
capsto recoveragreaterportionofinterstate-allocatednon-traffic-sensitivecostsis
themostbasicstepthatcanbetakento eliminateimplicit support.~A Thereisno

2RTF Recommendation,September29,2000,at31.

3SeeAccessChargeReform,etc., CCDocketNo. 96-262,FCC00-193,released
May 31,2000(“CALLS Order”).

4AccessChargeReform,CCDocketNo. 96-262,FirstReportandOrder,FCC
97-158,¶¶ 67-69;75-77,releasedMay 16, 1997(“AccessReformOrder”).
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justificationfor permanentlymaintaininglower SLCsin rural carrierareasthanin
otherserviceareas.Sincetheirinception,theSLC capsfor residentialandsingle-line
businesscustomershavebeenuniformnationwidefor all LECs,irrespectiveof
companysize,theruralornon-ruralcharacteroftheirservingareas,andtheform of
interstatepriceregulation. InraisingtheSLCcapsfor pricecapLECsunderCALLS
to allowfor morecost-basedrates,theCommissioncreatedasharpdisparitybetween
theportionofloop costsrecoveredfromend-userchargesofpricecapcarriersversus
thoseofrate-of-returncarriers. This differentialin theSLCcaps,coupledwith other
reductionsin theusage-sensitiveratesofpricecapcompaniesandcreationofa
$650million interstateaccess-relatedhigh-costfundfor pricecapLECs,createsa
significantdisparitybetweentheusage-sensitiveaccesschargesofpricecapand
rate-of-returnLECsthatunderminestheability ofnationwidelongdistancecarriersto
maintainnationwideaveragedtoll rates. As in CALLS, it is critical thatthe
Commissiontake“stepsin theright direction~’by raisingtheSLCcapsfor the
rate-of-returncarriersto thesamelevelsasfor pricecapcarriersandthuseliminate
thecurrentmarketplacedistortioncausedbythisdisparity. Making thistransitionon
July 1,2001,whentheCALLS capswill be $5.00,will provideforamuchgentler
consumertransitionthanif ruralSLC capshadtojump evenhigherto be
synchronizedwith whatwill behigherCALLS SLCcapsin futureyears.

Second,theCommissionshouldrequireruralcarriersto recovertheirUSF
obligationsfrom theirend-usercustomerseitherin theform ofanincrementto the
SLCoranadditionalline-itemonthecustomerbill. AstheFifth Circuit hasruled,
recoveryofLECs’ USFcontributionsthroughcarrier-paidaccesschargesconstitutes
an impermissibleimplicit subsidy.5IntheCALLS Order,theCommissionrequired
therecoveryofpricecapLEC universalservicecontributionsdirectlyfrom endusers.
The existenceofUSFfiowbackcontributesto thedistortionofrate-of-returncarriers’
accesscharges.TheCommissioncanandshouldrectify thisimpermissiblerecovery
mechanismonJuly 1,2001. This will bringuniversalservicerecoverypracticesin
ruralcarrierareasin linewith thoseusedelsewhere,furtherreducingsourcesof
consumerconfusion.

Third, asatemporary,interimstepfor oneyearwhile theCommission
completesnon-pricecapcarrieraccessratelevel reform,includingexaminationof
incentiveregulation,theCommissioncouldsetamaximumtransitionaltarget
traffic-sensitiverateof$0.0160perminutefor all rate-of—returnLECs—the level
contemplatedunderMAG TrackA — with anadditional,transitionalCarrierCommon

~TexasOfficeofPublicUtility Counselv. FCC 183 F.3d393,425 (
5th Cir.1999),cert.

deniedsubnomAT&TCorp. andMCI WorldComCorp. v. CincinnatiBellTelephone
Company,120 S.Ct.2237(June5,2000),asimplementedbytheCommission,
Federal-StateJoint Boardon UniversalService‘andAccessChargeReform,
SixteenthOrderon Reconsiderationin CCDocketNo. 96-45,EighthReportand
Orderin CC DocketNo. 96-45,SixthReportandOrderin CCDocketNo. 96-262,
FCC99-290(Oct. 8, 1999)(“ImplementationOrder”),appealpendingsubnom.
ComsatCorporationv. FCC, No. 00-60044(5tb Cir.).
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Line (“CCL”) chargethatisphased-downto zeroastheSLC capsincreaseto the
maximumlevelsallowedunderCALLS. The differencebetweenthetraffic-sensitive
revenuerequirementsetunderexistingrate-of-returnproceduresandthetargetaccess
ratewouldbe supportedfrom HCFIII throughper-linesupportasdescribedin the
RTF recommendations.6This proposalwouldprovideanairtightsafeguardagainst
anypossiblerevenueshortfall, andthusinsulatetheCommission’sactionfrom any
legitimatechallenge.7In makingthisproposal,we in no wayconcedethatthisisthe
properfinal targettraffic-sensitiveratefor non-pricecapcarriers,orthatthecurrent
methodsofregulatingtherateschargedby rate-of-returncarriersshouldcontinue
unalteredindefinitely. This measuredcompromisestepis intendedonly to permit
implementationoftheentireRTFRecommendationfor comprehensiveuniversal
serviceandaccessreformfor rural carriersto takeplacepromptlyon July1, 2001.
Next,theCommissionshouldproceedto addressthefinal targetedtraffic-sensitive
accessrateandincentiveregulationfor rate-of-returncarriersin anexpedited
FNPRM.

Thesereformsarerequiredby the1996Act. Section254(e)expressly
mandatesthatuniversalservicesupport“shouldbeexplicit.” As theFifth Circuit has
heldin interpretingthesestatutoryprovisions,“[t]he Co~ssion...is responsible
for makingthechangesnecessaryto its universalserviceprogramto ensurethatit
survivesin thenewworld ofcompetition. .. .[T]he oldregimeofimplicit subsidies—
thatis, ‘the manipulationofratesfor somecustomerto subsidizemoreaffordable
ratesfor others’ — mustbephasedout andreplacedwith explicit universalservice
subsidies— governmentgrantsthatcauseno distortiontomarketprices—becausea
competitivemarketcanbearonly thelatter.” AlencoCommunicationsInc. v. FCC,
201 F.3d608, 615-16(5thCir. 2000).

Moreover,andcomplementingtheunequivocalstatutorydirective,the
adoptionofthesereformsis imperativeasamatterofsoundpublicpolicy. Underthe
existingaccesschargeregimefor rate-of-returncarriers,broad-basedcompetitionin
high-costareaswill notoccurbecausesubstantialuniversalservicesubsidiesremain
embeddedin theNECA CCLchargethatisaveragedovernearlyall rate-of-return
studyareasandtheNECAtraffic-sensitiveratethatisaveragedovertheentire
traffic-sensitivepool,whichrepresentsalmosthalfofall ruralcarrierlines. By
contrastto thecurrentstructure,implementationofHCFIII wouldmakethese
embeddedsubsidiesexplicit, disaggregatethemto individualruralcarrierstudyareas
andmakethemportableto newentrantsdesignatedasETCs. Thesereformswould
allownewentrantsto serverural areasbroadlyinsteadofjust vying for high-volume
customersin thelowercostareas.Moreover,by allowingruralcarriers’SLCcapsto
increaseandreducingtheirtraffic-sensitiverates,thesereformswouldmitigatethe

6 theSLCcapsreachthemaximumCALLS levels,to theextentanycarrier

wouldstill haveaCCL charge,its CCL chargeshouldbereducedto zeroandthe

CCL revenuerequirementrecoveredfromHCFIII.

7With HCFIII, therate-of-returncarrierrevenuerequirementwill alwaysbe
maintainedasHCFIII will berecalculatedannuallyunderTaskForceprinciples.
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currentimpedimentto longdistancecarriers’ability to sustainnationwidegeographic
rateaveragingrequiredby Section254(g)oftheAct.

In addressingtheCALLS planthatadoptedhistoric accessanduniversal
servicereformsfor pricecapcarriers,theCommissionacknowledgedthedifficulty
ofdeterminingtheappropriateamountofimplicit supportin accesscharges,yetit
recognizedtheimportanceofpromotingcompetitionby doingso. As it stated:

“It is important,however,thattheCommissionnotpermititselfto be
gridlockedinto inactivity by endeavoringto findprecisesolutionsto
eachcomponentofthiscomplexsetofproblems. It is preferableand
morereasonableto takestepsin therightdirection,evenif incomplete,
thanto remainfrozenwith indecisionbecauseaperfect,ultimate
solutionremainsoutsideourgrasp.”8

Thesameimperativeexiststodayfor rural carriers. Thereis no legal
impedimentto theCommissionadoptingthenecessarychangeson July1,2001.
Thereis anadequaterecordto supportall oftheproposedchanges.Equally
important,however,is that,unlike CALLS, theaccessreformsenumeratedabove
wouldnotreducerate-of-returncarriers’costrecovery. Instead,theproposal
maintainscompleterevenueneutralityin thateachrate-of-returncarriers’HCFIII
supportwouldberecomputedannuallybasedon establishedrate-of-return
methodologyto ensurethateachcarrierwould continueto earnits authorized
rate-of-return,whilecharginglowertraffic-sensitiveratesandhigherSLCs. Thus,the
Commissionshouldmoveforwardto adoptthesechanges,and,ataminimum,order
implementationofthereformsdetailedaboveby July1,2001.

Respectfullysubmitted,

JoelE. Lubin
FederalGovernmentAffairs
Vice President
AT&T CORP.
112020k” Street,N.W., Suite1000
Washington,DC 20036
(202) 457-3838

ay . Keitbley
Vice President
FederalRegulatoryAffairs
SPRINTCORPORATION
1850M Street,N.W., ll~~ Floor
Washington,DC 20036
(202)857-1030

8CALLS Order,¶ 27.



6

GeneDeJordy
Vice PresidentofRegulatoryAffairs
WESTERNWIRELESS
CORPORATION
3650 131stAvenue,S.E.
Bellevue,WA 98006
(425) 586-8055

cc: Michael K. Powell,Chairman
HaroldFurchtgott-Roth.Commissioner
SusanNess,Commissioner
GloriaTristani,Commissioner
MagalieRomanSalas,FCCSecretary
CarolMattey
JaneJackson
KatherineSchroder
RichardLerner
SharonWebber
















